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Accounting Research
BULLETINS

December, 1944

Issued by the
Committee on Accounting Procedure,
American Institute of Accountants,
East 41st Street, New York 17, N. Y.

No. 23

Accounting for Income Taxes

Copyright 1944 by American Institute of Accountants

HIS bulletin deals with a number of accounting problems which
arise currently in the reporting of income and excess-profits taxes
(hereinafter referred to as "income taxes") in financial statements.
The problems arise largely where (a) material items entering into the
computation of taxable income are not reflected in the income statement and (b) material items included in the income statement are
not reflected in the computation of taxable income. The bulletin
does not purport to cover the entire subject of the treatment of these
taxes in such statements.

T

SUMMARY STATEMENT
(1) Income taxes are an expense which should be allocated, when
necessary and practicable, to income and other accounts, as other expenses are allocated.
(2) Where an item resulting in a material increase in income taxes
is credited to surplus, the portion of the current provision for income
taxes which is attributable to such item should be applied in reduction of the credit to surplus and taken up as a credit in the income
statement, specifically disclosed and appropriately described, either
as a deduction from the aggregate current provision for income taxes
or as a separate credit.
(3) Where an item resulting in a material reduction in income
taxes is charged to surplus, the amount of the reduction should be
applied against the charge to surplus and included as a charge in the
income statement, specifically disclosed and appropriately described,
either as an increase in the provision for income tax allocated to
income included in the income statement, or as a portion of the item
in question equal to the tax reduction resulting therefrom.
(4) Where an item resulting in a material reduction in income
taxes is charged to or carried forward in a deferred-charge account,
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or charged to a reserve account, it is desirable to include a charge in
the income statement of an amount equal to the tax reduction in
the manner set forth in paragraph (3) hereof. If it is impracticable to
apply such procedures the pertinent facts should be clearly disclosed.
(5) Additional income taxes for prior years, or additional provisions therefor, should be included in the current income statement
and, if material, should be shown separately. Refunds of such taxes,
and provisions therefor no longer required, should be similarly
treated as credits,1
(6) Amounts of income taxes paid in prior years which are refundable to the taxpayer as a result of the "carry-back" of losses or unused
excess-profits credits, should be included in the income statement of
the year in which the loss occurs or the unused excess-profits credit
arises, provided that, if the amount is material, the net income resulting from the operations of the year should be shown without the
inclusion thereof, and the amount should thereafter follow in the
income statement as a separate item.1
(7) Where material amounts of losses or unused excess-profits
credits of prior years are carried forward into the current tax return,
the operating results for the current year should preferably be shown
without inclusion of the tax reduction resulting therefrom, i.e., the
current provision for income taxes should be computed and shown in
the income statement without the benefit of such "carry-forward,"
and the amount of the tax reduction should be shown in the income
statement as a separate item.1
(8) The provision for income taxes, or the portion thereof allocated to current income, may be included at the end of the income
statement, immediately preceding the showing of net income for the
period, or it may be appropriately classified as an operating expense.
(9) Provisions for income taxes for the current and prior years
should generally be classified in the balance-sheet as current liabilities. Claims for refund under the "carry-back" provisions of the Internal Revenue Code may be shown as current assets if collection is
reasonably assured.
1 In connection with paragraphs (5), (6), and (7) hereof, the charges and credits may
be made directly to surplus if misleading inferences might be drawn from their inclusion
in the income statement.
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(10) Where credits are made to surplus, directly or through the income statement, of significant amounts as to which, because of differences in accounting methods, no income tax has been paid or
provided for, disclosure should be made. If a tax is likely to be paid
thereon, provision should be made therefor on the basis of an estimate of the amount thereof.
DISCUSSION
In view of the substantial increase during recent years in the number of taxes to which business is subject and in the rates and amount
thereof, it is obvious that taxes are an item of major importance in
statements of income, and that if such statements are to be of the
maximum usefulness to readers, the facts with respect to taxes must
be clearly set forth. The most important taxes are those based on income. The committee, therefore, has considered a number of problems of current importance arising in connection with such taxes
which it believes should be dealt with in the manner hereinafter set
forth.
Allocation

of Income

Taxes

Basic difficulties arise in connection with income taxes where there
are material and extraordinary differences between the taxable income upon which they are computed and the income reported in the
income statement under generally accepted accounting principles.
Provisions may be made in the income statement which are not deductible in the tax return, as in the case of special war reserves;
deductions may be taken in the tax return which are not included
in the income statement, as in the case of charges against a reserve
created in a prior period; gains subject to income tax may not be
included in the income statement, as in the case of gain on the sale
of property credited to surplus; credits in the income statement may
not be subject to taxation, as in the case of a restoration of an unneeded reserve to income. As a result of such transactions the income
tax legally payable may not bear a normal relationship to the income
shown in the income statement and the accounts therefore may not
meet a normal standard of significance. The committee believes that
the solution of these problems is to be found in part at least by an
application to income taxes of the principle of allocation.
In some cases the transactions result in gains; in others, they re185
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suit in losses or net costs. Sometimes the reduction of tax is a major
if not the predominant motive for the transaction. If all the effects
of the transactions (including their effect on income tax) were reflected in the income statement the income would, of course, be increased where the transactions result in a gain, and reduced where
they result in a loss or net cost. But where the effects are not all reflected in the income statement, and that statement indicates only the
income tax actually payable, exactly the opposite effect is produced:
where the special transactions result in a gain, the net income is reduced; and where they result in a loss, or net cost, the net income is
increased. Such a result is not only repugnant to common sense but
can readily be shown to be contrary to the principles of allocation
which lie at the root of all accounting.
Financial statements are the result of allocations—of receipts, payments, accruals, and other financial events and transactions. Many
of the allocations are necessarily based on assumptions, but no one
suggests that allocations based on imperfect criteria should be abandoned in respect of expenses other than income taxes, or even that
the method of allocation should always be indicated in footnotes.
Income taxes are an expense that should be allocated, when necessary
and practicable, to income and other accounts, as other expenses are
allocated. What the income statement should reflect under this head,
as under any other head, is the expense properly allocable to the income included in the income statement for the year. For instance, an
item in an income statement, "Taxes other than income taxes—$N,"
does not imply that $N was the amount of such taxes paid or
accrued during the year but that $N is the amount of such taxes
properly chargeable in the income statement in respect of the year.
The total taxes paid may have been $N plus $M, the latter amount
having been charged to other accounts. A part may have been charged
to capital-asset accounts (e.g., real estate taxes on uncompleted construction, social-security taxes on construction payroll, or import
duties on machinery); a part to a deferred charge account (e.g., stamp
taxes in connection with an issue of bonds); a part to inventories
(e.g., import duties on unused goods); or a part to surplus (e.g.,
stamp taxes on a sale where the profit was carried to earned surplus).
As a matter of accounting principle, similar treatment of taxes that
are measured by a statutory concept of net income is equally called
for, and in many cases allocation is necessary if the income statement
is to meet a normal standard of significance. This is true irrespective
186
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of whether the income statement be regarded as a historical statement
or a measure of earning capacity.
In cases in which the transactions not reflected in the income statement increase the income tax payable by an amount that is substantial and is determinable without difficulty, as in the case of a gain
credited to surplus, an allocation of income tax between accounts is
commonly made. Objection to allocation in other cases, as for instance the case of a loss charged to surplus, must, therefore, be on
the ground that such allocations increase the tax chargeable in the
income statement beyond the amount of the tax payable, or on the
ground that the amount attributable to accounts other than income
is not reasonably determinable.
The committee sees no objection to an allocation which results
in the division of a given item into two parts one of which is larger
than the item itself and is offset by the smaller. This consideration is
especially persuasive where it is apparent that a reduction in income
taxes was a major if not the predominant purpose of the transaction
which has not been reflected in the income statement.
The argument that the effect of the special transactions on the
amount of tax is not identifiable is usually without substantial merit.
The difficulties encountered in allocation of the tax are not greater
than those met with in many other allocations of expenses. In most
cases, at least, the amount of income taxes to be allocated to the income statement should be the amount that would have been payable
if the transactions in question had not occurred. It has also been suggested that allocation would require a determination of the effect
on the tax of every separate transaction. No such need arises; all that
is necessary in making an allocation is to consider the effect on taxes
of those special transactions which are not reflected in the income
statement.
The cases that are likely to call for allocation are those in which
transactions which affect the income tax in a substantial manner are
reflected in (a) surplus accounts; (b) deferred-charge accounts; (c)
reserve accounts. Methods of implementing the allocation principle
in these instances are set forth below.
Credits to Surplus
The committee has heretofore considered the general question of
charges and credits to surplus and their effect on the income state187
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ment and the presentation of earning capacity; it has approved the
current tendency to discourage such charges and credits; it has called
attention to the advantages of the combined statement of income and
surplus in dealing with the problem; 2 and it has suggested that in
some circumstances revised income statements be issued.3 The committee recognizes, however, that in exceptional cases allocations may
be made of charges and credits as between current income and surplus, and it believes that where such allocations are made of material
items, the treatment of income taxes should follow as closely as possible the line of allocation of such charges and credits.
Where an item, resulting in a material increase in income taxes, is
credited to surplus, the portion of the current provision for income
taxes which is attributable to such item should, under the principle
of allocation, be correspondingly charged. The committee suggests,
however, that the provision for income taxes be shown in the income
statement in full, and the portion thereof charged to surplus either
be deducted from the amount of the tax or be shown as a separate
credit item. The first of these is illustrated as follows:
Provision for income taxes
$1,000,000
Less portion thereof allocated to taxable gain in
statement of surplus
200,000
Balance

$ 800,000

Charges to Surplus
Where an item resulting in a material reduction in income taxes
is charged to surplus, the principle of allocation may be applied in
the income statement in either one of two ways: (a) the current provision for income taxes may be shown as if the item in question were
not deductible (the total amount of tax estimated to be legally due
for the year being indicated) or (b) a charge may be included for a
portion of such item equal in amount to the tax reduction resulting
therefrom. In either case the amount charged to surplus would be
reduced accordingly.
2

Accounting Research Bulletin No. 8.
3
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The first method may be illustrated by presentation in the income
statement as follows:
Provision for income taxes
$1,000,000
(The estimated tax liability is $800,000 by reason of a reduction of $200,000 in taxes resulting
from a loss on condemnation of real estate. This
loss has been charged to surplus and the related
tax reduction has been treated as an offset
thereto.)
The second method may be illustrated by the inclusion of separate
items in the income statement, as follows:
Provision for income taxes
$ 800,000
Portion of loss on condemnation of real estate
equal to tax reduction attributable thereto (remainder charged to surplus)
200,000
Deferred-Charge and Reserve

Accounts

The committee believes that the principle of allocation applies also
in the case of deferred-charge and reserve accounts where a material
tax reduction results from an item not reflected in the income statement.
With respect to deferred charges, the deduction for tax purposes
in a given year of an item which is carried to, or remains in a deferred-charge account, will involve a series of charges in future income statements for amortization of the deferred charge, and these
charges will not be deductible for tax purposes. Unless appropriate
allocations are made, the net result will be to increase artificially the
net income in the first year and to decrease it artificially in later years.
The committee, therefore, recommends in such cases that a charge
be made in the income statement of an amount equal to the tax reduction in the manner set forth above with respect to charges to surplus, that a corresponding credit be made in the deferred-charge account and that amortization charges thereafter be based on the net
amount. This procedure in substance has beeen recommended by
the committee where bonds are refunded and the entire balance of
unamortized discount and debt expense with respect thereto is deducted in the tax return for the period in which refunding occurs,
while it is spread over future periods in the income statement.4
4
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Where an item resulting in a material reduction in income taxes
is charged to a reserve account, the principle of allocation may be
applied in the income statement in three ways: (a) the current provision for income taxes may be shown as if the item in question were
not deductible (the total amount of tax estimated to be legally due
for the year being indicated), or (b) a charge may be included for
a portion of such item equal in amount to the tax reduction resulting
therefrom, or (c) the item in question may be charged in the income
statement and a portion of the reserve equal in amount to the excess
of such item over the related tax reduction credited in the income
statement. In the case of either (a) or (b) the amount of the tax reduction will be reflected in the reserve or other appropriate account.
Where it is not practicable to adopt the foregoing procedures with
respect to charges to deferred-charge and reserve accounts the pertinent facts should be clearly disclosed. Neither allocation nor disclosure is necessary, however, in the case of differences between the
tax return and the income statement where there is a presumption
that they will recur regularly over a comparatively long period of
time.
Amortization

of Emergency War Facilities

An outstanding example of difference between the tax return and
the income statement arises where emergency war facilities are depreciated at normal rates in the income statement and at the special
amortization rate in the income-tax return. Where the resulting reduction in current income tax is material the committee believes that
a portion of the excess of the amortization over normal depreciation
(equal in amount to the tax reduction resulting therefrom), should
be included in the income statement either as additional depreciation
or as a special charge and credited to an appropriate reserve or other
account.
Additional

Taxes and

Refunds

An examination of current practices with respect to additional
assessments (or refunds) of income taxes of prior periods and adjustments in provisions therefor, indicates that the prevailing treatment is fairly evenly divided between charging or crediting such
items to surplus and including them in the income statement. The
tendency seems to be toward the latter treatment.
190
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The committee has heretofore considered the general question of
corrections of estimates made in prior years, and, as indicated above,
it approves the current tendency to discourage charges and credits to
surplus.5 It suggests that such corrections should be included in the
income statement unless they are so large as to be likely to produce
distorted interpretations of the statement; in the latter event they
may be charged or credited to surplus with indication as to the period
to which they relate.
Carry-back of Losses and Unused
Excess-Profits Credits
Where taxpayers are permitted to carry back losses or unused excess-profits credits, and thus become entitled to a refund of taxes paid
in prior years, a question arises whether the amount refundable is to
be regarded as applicable to the year in which the tax was originally
accrued or to the year in which the loss occurred or the unused excessprofits credit arose. The committee believes that as a practical matter,
in the preparation of annual income statements, amount refundable
should be included in the latter year. While claims for refund of income taxes should not ordinarily be included in the accounts prior to
approval by the taxing authorities, a claim based on the carry-back
provision, while not an allowable offset against the tax to be paid, presumably has as definite a basis as the computation of income taxes for
the year; such claim should, therefore, be included in the income
statement as indicated above. The committee recommends, however,
that the income statement for that year indicate the results of operations before application of the claim for refund, which should then be
shown as a final item before the amount of net income for the period;
but if there is substantial reason to believe that misleading inferences
might be drawn from such inclusion, the claims may be credited to
surplus.
Carry-forward of Losses and
Unused Excess-Profits Credits
Where taxpayers are permitted to carry forward losses or unused
excess-profits credits, the committee believes that as a practical matter, in the preparation of annual income statements, the resulting
tax reduction should be reflected in the year to which such losses or
5

Accounting Research Bulletin No. 8.
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unused credits are carried. The committee recommends, however,
that the income statement for that period indicate the results of operations without inclusion of such reduction, which should be shown
as a final item before the amount of net income of the period; but
if there is substantial reason to believe that misleading inferences
might be drawn from such inclusion, the tax reduction may be
credited to surplus.
Position of Income Taxes in the Income

Statement

It has been customary for companies other than utilities to show
the provision for income taxes at the end of the income statement,
immediately preceding the showing of net income for the period. In
addition it has been customary for such companies to indicate "net
income before income taxes" in order to emphasize the effect of such
taxes on net income. The committee believes that the term "net income before income taxes" has unfortunate implications, and urges
that the word "net" be eliminated therefrom.
The committee also recognizes that income taxes may properly be
classified as operating expenses.
Income Taxes in the Balance-Sheet
Accrued income taxes for the current or prior periods should be
classified in the balance-sheet as current liabilities, even though they
may not have to be paid within one year (or such other period as
is used to determine current liabilities) due to delays in final adjustment and settlement. Provisions for such taxes may, however, be excluded from current liabilities if the liability is considered to be
merely contingent. Where there is doubt as to the amount of the tax
liability, the accrual should include such amounts as appear to be
reasonable on the basis of the evidence available. The existence of
proposed additional assessments which are disputed by the taxpayer,
should be disclosed by footnote or comment unless provision is made
therefor.
Claims for refunds based on the carry-back provisions of the law
may be shown as current assets if collection is reasonably assured.
Disclosure of Certain Differences
Between Taxable and Ordinary Income
If credits of significant amounts are made to surplus (directly or
through the income statement) as to which, because of differences
192
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in accounting methods, no income tax has been paid or provided
for, appropriate disclosure should be made, and if a tax is likely to
be paid thereon, provision should be made for the estimated amount
of such tax. This rule applies, for instance, to profits on instalment
sales or long-term contracts which are deferred for tax purposes, and
to cases where unrealized appreciation of securities is taken into the
accounts by certain types of investment companies.
The statement entitled "Accounting for Income Taxes" was adopted by the assenting votes
of eighteen members of the committee, as it was
constituted at the time of the 1944 annual meeting of the Institute. Mr. Peloubet dissented. Mr.
Towns dissented from paragraphs (6), (7), (8),
and (9) of the summary statement and the related discussion. Mr. Cranstoun dissented from
paragraphs (1), (3), and (4) of the summary
statement and the related discussion.
Mr. Peloubet dissented because "the bulletin is a mandatory directive to the profession to apply an entirely novel method of allocation
to an expenditure, the amount of which is almost never certain when
first included in accounting statements. No expense other than federal income and profits taxes is allocated on the basis of applying to a
given transaction so much of the expense as would not have occurred
if the transaction to which the expense is attributed had not taken
place. The usual method is to allocate a total expense ratably to given
accounts or transactions on a consistent basis. The presentation of
accounts on an 'as if or 'giving effect to' or other hypothetical basis
is often proper and useful but is not a substitute for accounts prepared
on the basis of present facts. The consistent application of the bulletin
to reserves would be difficult and confusing, requiring the use of
charges or credits net of a tax, the amount of which was not known
with any certainty. The principal objection to the bulletin is its
mandatory character. It is a valuable service to point out the possibility of abuses inherent in the present tax situation. It is equally
valuable to indicate a means of curing such abuses. The application
of such means and methods, however, is a matter for the judgment of
the individual practitioner in individual cases."
Mr. Towns dissented "with respect to those parts of paragraphs (6)
and (7) which require showing separate income-tax items in the in193
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come statement for benefits resulting from 'carry-backs' and 'carryforwards' because, in view of other requirements, this will result in
such complexity in the income statement, in numerous cases, that he
believes the information can usually be more appropriately and
clearly presented in a note; with respect to paragraph (8), because he
is not convinced of the advisability of providing for the optional
classification of income taxes there outlined and believes that, if such
provision is to be made, it would be preferable to have a more complete presentation, with adequate statement of reasons; with respect
to paragraph (9), because he believes that the paragraph, to be adequate, should require that collection of claims for refund be expected
within a period of time appropriately related to the time for payment
of current liabilities, if the claims are to be included as current assets."
NOTES
1. Accounting Research Bulletins represent the considered opinion of at least two-thirds of the members of the committee on accounting procedure, reached on a formal vote after examination of
the subject matter by the committee and the research department.
Except in cases in which formal adoption by the Institute membership has been asked and secured, the authority of the bulletins rests
upon the general acceptability of opinions so reached. (See Report
of Committee on Accounting Procedure to Council, dated September 18, 1939.)
2. Recommendations of the committee are not intended to be retroactive, nor applicable to immaterial items. (See Bulletin
No.1,
page 3.)
3. It is recognized also that any general rules may be subject to
exception; it is felt, however, that the burden of justifying departure
from accepted procedures must be assumed by those who adopt other
treatment. (See Bulletin No. 1, page 3.)
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" T A X R E D U C T I O N S ' ' IN S T A T E M E N T S OF I N C O M E
The Use of Certain Procedures Suggested by
Accounting Research Bulletin No. 23
in Statements Filed with the Securities and Exchange Commission
A Statement by the Research Department
of the
American Institute of
Accountants

HE purpose of this statement is to draw attention to those conclusions of the Securities and Exchange Commission expressed
in its Accounting Series Release No. 53 which relate to procedures
recommended by the Institute's committee on accounting procedure
in Accounting Research Bulletin No. 23 for the treatment of material
items entering into the computation of taxable income which are not
reflected in the income statement.
Accounting Research Bulletin No. 23, issued in December, 1944,
deals with certain accounting problems of reporting income and excess-profits taxes in financial statements. As stated in that bulletin, special problems of reporting income taxes arise "where there are
material and extraordinary differences1 between the taxable income
upon which they are computed and the income reported in the income statement under generally accepted accounting principles. . . .
In some cases the transactions [which are the cause of the differences]
result in gains; in others they result in losses or net costs. Sometimes
the reduction of tax is a major if not the predominant motive for the
transaction. If all the effects of the transactions (including their effect
on income tax) were reflected in the income statement the income
would, of course, be increased where the transactions result in a gain,
and reduced where they result in a loss or net cost. But where the
effects are not all reflected in the income statement, and that statement indicates only the income tax actually payable, exactly the
opposite effect is produced: where the special transactions result in a
gain, the net income is reduced; and where they result in a loss, or
net cost, the net income is increased."2

T

1
Bulletin No. 23 emphasizes the fact that it deals only with material and unusual
situations. The committee noted that "Neither allocation nor disclosure is necessary,
however, in the case of differences between the tax return and the income statement
where there is a presumption that they will recur regularly over a comparatively long
period of time."
2
Accounting Research Bulletin No. 23, pp. 185-186.
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Among the problems discussed in Bulletin No. 23 are those arising in situations in which items resulting in a material reduction in
income taxes were charged to surplus or to deferred-charge accounts.
The Bulletin states that in those situations the tax effect of such items
may be displayed in the income statement in either one of two ways:
" (a) the current provision for income taxes may be shown as if the
item in question were not deductible (the total amount of tax estimated to be legally due for the year being indicated) or (b) a charge
may be included for a portion of such item equal in amount to the
tax reduction resulting therefrom." In either case the amount
charged to surplus or to deferred-charge accounts would be reduced
accordingly. These alternative methods of presentation in the income
statement are illustrated as follows:
Method (a)
"The first method may be illustrated by presentation in the
income statement as follows:
"Provision for income taxes
$1,000,000
(The estimated tax liability is $800,000 by reason of a
reduction of $200,000 in taxes resulting from a loss on
condemnation of real estate. This loss has been charged
to surplus and the related tax reduction has been treated
as an offset thereto.)"
Method (b)
"The second method may be illustrated by the inclusion of
separate items in the income statement, as follows:
"Provision for income taxes
$ 800,000
Portion of loss on condemnation of real estate equal
to tax reduction attributable thereto (remainder
charged to surplus)
200,000"
The effect upon net income resulting from the application of either
method is the same.
The Securities and Exchange Commission does not consider the
two methods equally acceptable. In its Accounting Series Release
No. 53, "In the Matter of 'Charges in Lieu of Income Taxes,' " the
Commission states its opinion regarding the treatment of "tax reductions" resulting from certain items not reflected in the income statement. The Commission's discussion of its conclusions was developed
by using the facts relating to a registration statement filed by a public
194(b)

"Tax Reductions"

in Statements

of Income

utility company in which a material reduction of income taxes was
attributable to items charged to surplus and to a deferred-charge
account. In its conclusions 1 and 33, the Commission rejects the first
of the two methods of presentation suggested in Accounting Research
Bulletin No. 23. It seems implicit, however, in the Commission's
Release that it accepts the results reached by the second of the
alternative methods suggested. The Commission states:
"It may be appropriate, and under some circumstances such as
a cash refunding operation it is ordinarily necessary, to accelerate
the amortization of deferred items by charges against income when
such items have been treated as deductions for tax purposes."4
In its conclusion 45, the Commission recognizes the propriety of a
similar procedure where losses are deducted for tax purposes. In the
course of the discussion of the progress of the case reviewed in the
Release, the Commission states that it directed its staff to advise the
registrant to the effect
"That no objection would be raised to the inclusion in the income statement of an item of $4,148,050 representing so much of
the refunding expenses and of the loss on disposition of property
as was equal to the estimated reduction in income taxes attributable thereto, the remainder of both these items being charged
directly to surplus; provided, however, (a) that the caption for the
item indicate clearly the nature and amount of the item being
charged off and (b) that the special charge be excluded from
operating expenses and shown as a deduction from gross income. "6
[Reference by the Commission to "operating expenses" relates to
that classification of accounts by a public utility company.]
Furthermore, in Exhibit D of the Release, there is shown a condensed
certified statement of the company's income as finally amended, in
3

"1.The amount shown as provision for taxes should reflect only actual taxes believed
to be payable under the applicable tax laws. . . .
"3. The use of the caption 'Charges or provisions in lieu of taxes' is not acceptable."
Accounting Series Release No. 53, p. 2.
4

5

The C
"4. If it is determined, in view of the tax effect now attributable to certain transactions, to accelerate the amortization of deferred charges or to write off losses by
means of charges to the income account, the charge made should be so captioned as
to indicate clearly the expenses or losses being written off." Accounting Series
Release No. 53, p. 2.
6
Accounting Series R

194(c)

A Statement

by the Research

Department

which the following item is displayed as a charge in the income statement immediately preceding the final figure reported as net income:
"Special charges of those portions of premium and
expenses on redemption of bonds ($2,091,177) and
of loss on sale of property ($2,056,873) which are
equivalent to resulting reduction in Federal excess
profits taxes
$4,148,050"
The Commission recognizes the importance of drawing attention
to such special charges and their effect upon the presentation of
income. In the case discussed in the Release the registrant, in one of
its amendments7, included the statement "before special charges
below" in captions of the income statement, as follows:
"Total operating expenses and taxes (before special charges
below)"
"Net operating revenues (before special charges below)"
The staff of the Commission objected to this presentation and the
parenthetical statements were removed in the final amendment filed
by the registrant. However, the Commission reports its disagreement
with its staff on this matter as follows:
"In transmitting to the registrant our views on the income
statement as set forth in the third amendment, the staff indicated
that the use of the words 'before special charges below' in the several captions mentioned above was objectionable. We do not
believe this position to be wholly sound. We feel that the existence
of large special and unusual transactions ought properly to be
forcefully brought to the attention of the reader of the statement.
We feel also that the use of appropriate qualifying words such as
'see special charges' in connection with the pertinent captions is an
appropriate means of warning the reader of the existence of such
items as were present in this case."8
NOTE:
A S published in The Journal of Accountancy for February, 1946, this statement included an exhibit presenting the Securities and Exchange Commission's summary
of its conclusions expressed in Accounting Series Release No. 53. To simplify the format
of the present statement, that exhibit has been omitted and the pertinent conclusions
of the Commission are herein presented as text material or footnotes.

7
Exhibit
8

C, Accounting Series Release No. 53, page 32.
Accounting Series Release No. 53, page 12.
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